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Internal Revenue Service, Treasury § 1.895–1

Country X law generally exempts Entity A’s
income from Country X tax due to the fact
that Entity A is established and operated ex-
clusively to provide pension or other similar
benefits to employees pursuant to a plan.
Under the laws of Country X, the bene-
ficiaries of the trust are not required to take
into account their respective share of A’s in-
come on a current basis, whether or not dis-
tributed and the character and source of the
income in the hands of A’s interest holders
are not determined as if realized directly
from the source from which realized by A.

(ii) Analysis. A is not fiscally transparent
under paragraph (d)(3)(ii) of this section with
respect to the U.S. source dividend income
because under the laws of Country X, the
beneficiaries of A are not required to take
into account their respective share of A’s in-
come on a current basis, whether or not dis-
tributed. A is also not fiscally transparent
under paragraph (d)(3)(ii) of this section with
respect to the U.S. source dividend income
because under the laws of Country X, the
character and source of the income in the
hands of A’s interest holders are not deter-
mined as if realized directly from the source
from which realized by A. Accordingly, A de-
rives the U.S. source dividend income for
purposes of the U.S.-X income tax treaty.

(6) Effective date. This paragraph (d)
applies to items of income paid on or
after June 30, 2000.

(e) Effective Date. Paragraphs (a) and
(b) of this section apply for taxable
years beginning after December 31,
1966. For corresponding rules applicable
to taxable years beginning before Janu-
ary 1, 1967, (see 26 CFR part 1 revised
April 1, 1971). Paragraph (c) of this sec-
tion is applicable to payments made
after November 1, 1997. See paragraph
(d)(6) of this section for applicability
dates for paragraph (d) of this section.

[T.D. 7293, 38 FR 32800, Nov. 28, 1973, as
amended by T.D. 8735, 62 FR 53502, Oct. 14,
1997; T.D. 8889, 65 FR 40997, July 3, 2000; T.D.
8889, 65 FR 76932, Dec. 8, 2000]

§ 1.895–1 Income derived by a foreign
central bank of issue, or by Bank
for International Settlements, from
obligations of the United States or
from bank deposits.

(a) In general. Income derived by a
foreign central bank of issue from obli-
gations of the United States or of any
agency or instrumentality thereof, or
from interest on deposits with persons
carrying on the banking business, is
excluded from the gross income of such
bank and is exempt from income tax if

the bank is the owner of the obliga-
tions or deposits and does not hold the
obligations or deposits for, or use them
in connection with, the conduct of a
commercial banking function or other
commercial activity by such bank. For
purposes of this section and paragraph
(i) of § 1.1441–4, obligations of the
United States or of any agency or in-
strumentality thereof include bene-
ficial interests, participations, and
other instruments issued under section
302(c) of the Federal National Mortgage
Association Charter Act (12 U.S.C.
1717). See 24 CFR part 1600 et seq.

(b) Foreign central bank of issue. (1) A
foreign central bank of issue is a bank
which is by law or government sanc-
tion the principal authority, other
than the government itself, issuing in-
struments intended to circulate as cur-
rency. Such a bank is generally the
custodian of the banking reserves of
the country under whose law it is orga-
nized. See also paragraph (b)(5) of
§ 1.861–2.

(2) The exclusion granted by section
895 applies to an instrumentality that
is separate from a foreign government,
whether or not owned in whole or in
part by a foreign government. For ex-
ample, foreign banks organized along
the lines of, and performing functions
similar to, the Federal Reserve System
qualify as foreign central banks of
issue for purposes of this section.

(3) The Bank for International Set-
tlements shall be treated as though it
were a foreign central bank of issue for
purposes of obtaining the exclusion
granted by section 895.

(c) Ownership of United States obliga-
tions or bank deposits. The exclusion
does not apply if the obligations or
bank deposits from which the income is
derived are not owned by the foreign
central bank of issue. Obligations held,
or deposits made, by a foreign central
bank of issue as agent, custodian,
trustee, or in any other fiduciary ca-
pacity, shall be considered as not
owned by such bank for purposes of
this section.

(d) Commercial banking function or
other commercial activity. The exclusion
applies only to obligations of the
United States or of any agency or in-
strumentality thereof, or to bank de-
posits, held for, or used in connection
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with, the conduct of a central banking
function and not to obligations or de-
posits held for, or used in connection
with, the conduct of commercial bank-
ing functions or other commercial ac-
tivities by the foreign central bank.

(e) Other exclusions. See section
861(a)(1) (A) and (E) and § 1.861–2(b) (1)
and (4), for special rules relating to in-
terest paid or credited before January
1, 1977, on deposits and on similar
amounts and for rules on interest de-
rived from bankers’ acceptances. For
exemption from withholding under
§ 1.1441–1 on income derived by a for-
eign central bank of issue, or by the
Bank of International Settlements,
from obligations of the United States
or of any agency or instrumentality
thereof, or from bank deposits, see
§ 1.1441–4(i).

(f) Effective date. This section shall
apply with respect to taxable years be-
ginning after December 31, 1966. For
corresponding rules applicable to tax-
able years beginning before January 1,
1967, see 26 CFR 1.85–1 (Revised as of
January 1, 1972).

[T.D. 7378, 40 FR 45435, Oct. 2, 1975; 40 FR
48508, Oct. 16, 1975]

§ 1.897–1 Taxation of foreign invest-
ment in United States real property
interests, definition of terms.

(a) In general—(1) Purpose and scope of
regulations. These regulations provide
guidance with respect to the taxation
of foreign investments in U.S. real
property interests and related matters.
This section defines various terms for
purposes of sections 897, 1445, and 6039C
and the regulations thereunder. Sec-
tion 1.897–2 provides rules regarding
the definition of, and consequences of,
U.S. real property holding corporation
status. Section 1.897–3 sets forth rules
pursuant to which certain foreign cor-
porations may elect under section
897(i) to be treated as domestic cor-
porations for purposes of sections 897
and 6039C. Finally, § 1.987–4 provides
rules concerning the similar election
under section 897(k) for certain foreign
corporations in the process of liquida-
tion.

(2) Effective date. The regulations set
forth in §§ 1.897–1 through 1.897–4 are ef-
fective for transactions occurring after
June 18, 1980. However, with respect to

all transactions occurring after June
18, 1980 and before January 30, 1985, tax-
payers may at their option choose to
apply the Temporary Regulations
under section 897 (in their entirety).
The Temporary Regulations are lo-
cated at 26 CFR 6a.897–1 through 6a.897–
4 (Revised as of April 1, 1983), and were
originally published in the FEDERAL
REGISTER for September 21, 1982 (47 FR
41532) and amended by T.D. 7890, pub-
lished in the FEDERAL REGISTER on
April 28, 1983 (48 FR 19163).

(b) Real property—(1) In general. The
term ‘‘real property’’ includes the fol-
lowing three categories of property:
Land and unserved natural products of
the land, improvements, and personal
property associated with the use of real
property. The three categories of real
property are defined in subparagraphs
(2), (3), and (4) of this paragraph (b).
Local law definitions will not be con-
trolling for purposes of determining
the meaning of the term ‘‘real prop-
erty’’ as it is used in sections 897, 1445,
and 6039C and the regulations there-
under.

(2) Land and unserved natural products
of the land. The term ‘‘real property’’
includes land, growing crops and tim-
ber, and mines, wells, and other nat-
ural deposits. Crops and timber cease
to be real property at the time that
they are served from the land. Ores,
minerals, and other natural deposits
cease to be real property when they are
extracted from the ground. The storage
of severed or extracted crops, timber,
or minerals in or upon real property
will not cause such property to be re-
characterized as real property.

(3) Improvements—(i) In general. The
term ‘‘real property’’ includes improve-
ments on land. An improvement is a
building, any other inherently perma-
nent structure, or the structural com-
ponents of either, as defined in subdivi-
sions (ii) through (iv) of this paragraph
(b)(3).

(ii) Building. The term ‘‘building’’
generally means any structure or edi-
fice enclosing a space within its walls,
and usually covered by a roof, the pur-
pose of which is, for example, to pro-
vide shelter or housing or to provide
working, office, parking, display, or
sales space. The term includes, for ex-
ample, structures such as apartment
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